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Some Aspects of Federal Lending Programs 


Outstanding Loans and Guaranties Expected to Reach $57 Billion by End of Fiscal 1956 


QO’ ALL THE fiscal and budgetary problems inherent in the Federal government’s operations 
today, none perhaps poses the same difficulty as do the so-called Federal credit programs. 

A majority of them, putting the government into the business of lending money to various seg- 
ments of the nation’s economy, began back in the depression. Since then their size and scope 


have mounted, until, as the budget estimates 
for fiscal 1956 show, the total of outstanding 
loans and guaranties is expected to reach $57 
billion by the end of that fiscal year. 


Of this amount, $16 billion will consist of direct 
loans and investments. [As of the end of World 
War II direct loans were about $5 billion.] Foreign 
loans in fiscal 1956 including $3.5 billion to the 
United Kingdom; $2.7 billion through the Export- 
Import Bank, and $1.8 billion through the Foreign 
Operations Administration, will account for about 
one-half of the outstanding loans and investments. 


About 95 percent of the outstanding guaranties 
and insurance ($41 billion as of the end of fiscal 
1956), will consist of guaranties of mortgage loans 
by the Veterans’ Administration and the Federal 
Housing Administration, and guaranties of local 
housing authority loans by the Public Housing Ad- 
ministration. The largest, $22,587 million, will be 
under the FHA. About $12,742 million will be guar- 
anties of the VA. 


The primary difficulty is that in many of these 
credit programs vast amounts are involved with only 
a vague hint of them given in the budget. This comes 
about because, in the main, they operate by means 
of established commitments and procedures which 
effectively by-pass the Appropriations Committees. 





These programs and the agencies which carry 
them out in effect escape control of the Appropria- 
tions Committees—through which expenditure of 
funds is supposed to funnel — because, generally 
speaking, they work on capital borrowed from the 
Treasury, a borrowing made possible through sub- 
stantive legislation. 


The argument customarily made for this method 
was that the expenditures financed from such bor- 
rowings would be recoverable, thereby creating, in 
effect, a revolving fund. In some instances Congress 
has used this device in the past to authorize non- 
recoverable expenditures. The result: Congress has 
had to move in and pay off the debt incurred, either 
by appropriation, or simply by cancelling the Treas- 
ury’s note. 


Each of these procedures, it should be noted, has 
had the net effect of granting Congressional approval 


This, the first of two articles, deals with Federal 
direct loans and loan guarantees. A future article 


will cover the much broader area of contingent 
liabilities of the Federal Government. 
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of spending after the funds have been withdrawn 
from the Treasury and disbursed. 


As the accompanying table shows, new commit- 
ments by agencies will expand in the next fiscal year 
(1956) over the previous two fiscal years. In fiscal 
1954, new commitments amounted to only $16 bil- 
lion. In the current fiscal year (1955), ending next 
June 30th, they will amount to about $19 billion. 
For the coming fiscal year, (1956), they will be in 
excess of $20 billion. 


The major part of these commitments is accounted 
for by the VA and the FHA. Of the anticipated $20 
billion in new commitments for fiscal 1956, $8 bil- 
lion will be those of the FHA, and roughly half as 
much will be by the VA. 


The lending of money and backing of loans first 
became a significant part of the Federal fiscal pic- 
ture in the early 1930’s, when such agencies as the 
Federal Intermediate Credit Banks, the Veterans’ 
Administration, the Commodity Credit Corporation, 
the Federal Housing Administration, the Export- 
Import Bank, and the Rural Electrification Ad- 
ministration, among others, became operative. Sub- 
sequently, other credit agencies were set up, among 
the postwar entities being the Farmers’ Home Ad- 
ministration, Slum Clearance and Urban Renewal, 
College Housing, and Small Business Administration. 


The purposes for which some of these agencies 
(and their subdivisions) operate and some details 
of their financing is as follows: 


Federal Housing Administration 


The FHA is authorized to insure against default 
(a) the full principal amount of a wide variety of 
mortgage loans on new and existing housing and 
(b) up to 90 percent of the principal amount on 
unsecured home improvement loans. Approximately 
18 percent of all outstanding home mortgages are 
insured by the FHA. In 1956, it is estimated that 
commitments will be made for insurance of mort- 
gages on nearly 800,000 homes and for 1,500,000 
improvement loans. 


Federal National Mortgage Association 


The FNMA was reconstituted under the 1954 
Housing Act as three fiscally independent activities 
—for secondary mortgage market operations, spe- 
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cial assistance functions, and management and 
liquidating functions—under a single management. 
New commitments in fiscal 1956 are estimated at 
$61 million in mortgages, $102 million in immediate 
participations, and $406 million in deferred par- 
ticipations. The outstanding mortgage portfolio at 
the end of fiscal 1956 is estimated at $2,263 million. 


Public Housing Administration 


Under the 1949 Housing Act, the PHA makes 
loans and grants to assist local authorities in the 
construction of low-rent public housing. These loans 
and grants are made under annual contribution con- 
tracts between the PHA and local authorities. Com- 
mitments under annual contribution contracts are 
either disbursed as direct Federal advances or used 
to guarantee private temporary loans. Most fre- 
quently, a direct Federal advance is made initially 
and later refunded with guaranteed financing. Or- 
dinarily, long-term bonds are sold to private in- 
vestors prior to completion of construction, and all 
temporary financing, both direct and guaranteed, 
is retired. However, under some circumstances, the 
period of temporary financing may be indefinitely 
extended. The administration’s borrowing authority 
for these purposes is $1.5 billion. 


Veterans’ Administration 


The Administrator of Veterans’ Affairs guarantees 
housing, business, and farm loans made by private 
lenders to World War II and Korean War veterans. 
By June 30, 1954, approximately 3,720,000 loans 
of all types had been guaranteed. Of this number, 
92 percent were for homes, six percent for business, 
and two percent for farms. Currently, housing loans 
account for nearly 99 percent of the total. It is 
estimated that loan guaranties approved will in- 
crease from 330,000 in fiscal 1954 to 465,000 in 
fiscal 1956. Under existing legislation, the govern- 
ment is liable for all losses on most loans up to 60 
percent of the principal amount, or $7,500, which- 
ever is less. Net losses on claims paid up to June 
30, 1954 ainounted to about $32 million. 


Commodity Credit Corporation 


The CCC makes direct loans to farmers, guaran- 
tees loans made by private lending agencies, and 
issues certificates of interest in its loans to private 
banks. Loans and guaranties enable farmers to mar- 
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ket their commodities, says the Budget, “in an orderly 
manner” and enables them to “secure prices for such 
commodities in line with the standards set forth 
in law.” The CCC also makes loans for the con- 
struction or improvement of farm-storage facilities. 


construction of electrical distribution, transmission, 
and generating facilities to serve rural areas without 
central-station service. Since 1950, similar loans 
have been made to finance construction and improve- 
ment of rural telephone systems. New commitments 


for 1956 will be $265 million, compared with $240 


Th C ti ’ bh . ; in- 
e Corporation's borrowing authority was in million in 1955. 


creased from $6,750 million to $10 billion during 
1954 and 1955. No additional borrowing authority 
is requested for price supports in fiscal 1956. New 
commitments in fiscal 1956 are estimated at $2,069 
million as compared with $2,400 million in fiscal 
1955. Repayments of direct loans in 1956 are es- 
timated at $2,741 million. 


Farmers’ Home Administration 


The Administration makes loans to farmers un- 
able to obtain credit from other sources for farm 
operating expenses and crop production, farm own- 
ership and improvement, and for soil and water 
conservation activities. The Administration may also 
insure a maximum of $100 million a year in long- 
term mortgage loans under the farm ownership pro- 
gram and a maximum of $25 million a year under 
the soil and water loan program. Although new 


Rural Electrification Administration 


The REA has since 1935 been making loans with 
35-year maturities, chiefly to cooperatives to finance 





FEDERAL CREDIT PROGRAMS 
Commitments and Expenditures by Agency or Program 
Fiscal Years 1954-1956 




















(Millions) 
Commitments ——----—-—~—-—--——- 
New Commitments* Outstanding June 30, 1956” Net Budget Expenditures 
Direct Guaranties 
Loans & & 
1954 1955» 1956” Investments® Insurance’ 1954 1955» 1956» 
Housing and Home Finance Agency 
Federal Housing Administration ......... $ 4,648 $ 6,967 $ 8,305 $ 208 $22,587 $ 33 $ 31 $ 27 
Federal National Mortgage Association ... 710 136 568 2,424 270 —181 189 —151 
Public Housing Administration .......... 770 754 896 160 3,195 —410 —8&5 4 
Slum Clearance, Urban Renewal, and 
College Housing ................--5065 96 179 349 190 86 45 50 60 
Veterans’ Administration ................-. 3.507 5.170 4,942 642 12,742 102 139 156 
Department of Agriculture 
Commodity Credit Corporation ......... 3.356 2,400 2.069 143 865 —512 —215 — 1 
Rural Electrification Administration ..... 242 240 265 2.451 — 151 141 146 
Farmers’ Home Administration .......... 192 186 217 675 146 71 31 19 
Disaster LOQms. 26. 6<icccceccsucccsaseens 93 87 40 90 as 50 24 — 38 
Farm Credit Administration 
Federal Intermediate Credit Banks ....... 1,790 1,864 1,966 857 > es 39 26 41 
Expansion of Defense Production .......... 145 129 121 243 320 50 6 — 71 
Small Business Administration ............ 28 78 72 72 54 2 37 19 
Treasury Department 
Reconstruction Finance Corporation 
Liquidatiom 1.2000. ccswctsvesdececcs 4 _ — 80 5 —250 — 9 -— 97 
Loan to United Kingdom ................ — — — 3,519 — — 4 — 47 — #8 
Export-Import Bank ...........-.60see0005 250 460 665 2,670 232 158 17. — 31 
Foreign Operations Administration ........ 111 200 (e) 1,803 —- 14 167 75 
Sub-total, Major Agencies or Programs ... 15,942 18,850 20,475 16,227 40,502 — 762 479 110 
Other Agencies or Programs ............ (e) (e) (e) (e) (e) — 40 135 40 
Adjustment for Repayments Going 
Directly into Miscellaneous Receipts .. . 220 244 269 
WE So vanwa sch actacuscuiponas 15.942 18,850 20,475 56,729 — 582 858 419 





Includes direct loans and investments, and guaranties and insurance of private loans. Because of the overlap in new commitments 
(especially for housing credit), the totals may overstate by $1 or $2 billion the net amount of credit assistance by the Federal Government. 
As estimated in The Budget of the United States Government for the Fiscal Year Ending June 30, 1956. 

Excludes undisbursed commitments. : 

Excludes commitments outstanding but not in force. Also excludes the unguaranteed portion of outstanding loans, almost all of which 
is under et veterans’ loan-guarantee program. 

. Not available. 
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direct loan commitments of $147 million in 1956 
will be at a slightly lower level than in 1955, the 
volume of loans insured is expected to increase from 
$33 million to $70 million as a result of the greater 
attractiveness of insured loans to private lenders 
as a result of higher interest rates authorized in 
recent legislation. 


Pedant Intermediate Credit Banks 


These 12 banks extend credit to production credit 
associations and privately capitalized farm-lending 
institutions by discounting short-term notes to help 
finance the production needs of farmers. To finance 
their operations, the banks sell short-term debentures 
to the public. The banks may have obligations out- 
standing of not more than 10 times their capital 
and surplus. Their capital and surplus can be in- 
creased by additional subscriptions from a revolv- 
ing fund in the Treasury. New commitments have 
risen steadily in recent years, mainly as a result 
of expanding farm production and rising costs. 
In 1956 commitments are expected to amount to 
. $1,966 million, almost 10 percent higher than in 1954. 


Small Business Administration 


The Administration was created on July 30, 1953 
and, since the expiration of the lending authority 
of the RFC, has been authorized to make loans to 
small business and victims of disasters. Legislative 
authority for these programs expires this June, but 
an extension has been requested. 


Loans to smali business are authorized up to a 
total of $150 million outstanding at any one time. 
The maximum loan to any one borrower is $150,000, 
and maximum maturity is generally 10 years. Loans 
may be made only if financial assistance is not other- 
wise available on reasonable terms and if there is 
reasonable assurance of repayment. The budget as- 
sumes that the 1955 level of about 1,200 loans will 
continue in fiscal 1956. More than two-thirds of the 
loans made so far have been made jointly with 
private banks. 


There is no limit on the amount that may be 
loaned to each borrower—victim of floods or other 
disasters, but the aggregate outstanding at any one 
time may not exceed $25 million. Loans for housing 
under this disaster section may have maturities up 
to 20 years, but other loans are limited to 10 years. 
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Appropriations of $80 million have been made to 
finance the small business and disaster loan pro- 
grams since the agency was established. 


Foreign Operations Administration 


The FOA and its predecessor organizations have 
made loans to foreign governments as a part of a 
broad program to assist in the restoration of eco- 
nomic stability and to promote the economic de- 
velopment of underdeveloped areas in the free world. 
More than half of the loans were made during 
1949. Most of the loans are administered by the 
Export-Import Bank. Net budget expenditures of the 
FOA in fiscal 1956 are estimated to be $75 million. 
They were $14 million in fiscal 1954 and $167 
million in fiscal 1955. 


The size of these Federal loan programs, said 
the Committee on Federal Tax Policy in its report 
“Federal Finances: Reducing Expenditures” (1954), 
“staggers the imagination. Because Federal credit 
programs when originated have only a limited direct 
impact upon the budget, they have not received the 
attention they warrant.” 


The Committee pointed out that the government’s 
budget problem could be greatly helped by liquidat- 
ing the vast government assets tied up in the loan 
programs. “Money disbursed each year in making 
loans,” the report said, ‘is an expenditure of gov- 
ernment. When loans are repaid, government re- 
ceipts result. These basic facts are concealed when 
budget and other official accounts record only the net 
balance of expenditures or receipts.” 


The report added: “If these programs were cur- 
tailed or abandoned, current outlays would cease, 
affecting a reduction in total budget expenditures. 
At the same time, normal repayments or receipts 
from the liquidation of loans would mean an addi- 
tion to revenues.” 


In its review of the loan programs, the Committee 
covered the problem succinctly when it said: “Fed- 
eral loans are a prime example of the kind of activity 
in which the Federal government should not be 
engaged. The government has nothing of its own 
to lend. It can make loans only after first taking 
the funds to be lent from the people or private 
financial and commercial institutions through taxes 
or borrowing.” 
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